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THE BANKING STRUCTURE OF VIRGINIA
HARMON H. HAYMES*
and
CHARLES F. PHILLIPS, JR.t
The American banking industry, in the past few years, has under-
gone significant changes in structure.1 Activity in bank formations,
branching, mergers, and acquisitions by holding companies has been
high; and nowhere is the banking structure changing and growing
more rapidly than in Virginia.
Public policy toward the banking industry also has changed sub-
stantially. Several states, including Virginia,2 have revised and liberal-
ized their banking laws,3 and in 1966 Congress amended both the
Bank Holding Company Act of 19564 and the Bank Merger Act of
196o.5 The Supreme Court, in addition, has held that the merger
provisions of the Clayton Act6 as well as the restraint of trade and
monopolization standards of the Sherman Act7 are applicable to
banks.8
This article is concerned with the recent and dramatic changes
in Virginia's banking structure. The existing state and federal legis-
*Assistant Vice-President, Federal Reserve Bank of Richmond. B.A., 1954,
Lynchburg College; Ph.D., 1959, University of Virginia. (The views expressed in
this article are not necessarily those of the Federal Reserve Bank of Richmond.)
-Professor of Economics, Washington and Lee University. B.A., 1956, University
of New Hampshire; Ph.D., 196o, Harvard University.
'See J. GUTTENTAG & E. HERMAN, BANKING STRUCTURE AND PERFORMANCE (1967).
2For the background of Virginia's banking laws see Haymes & Phillips, Banking
in Virginia: The 1962 Legislation, 21 WASH. & LEE L. REV. 48, 54-58 (1964).
sEighteen states prohibit branch banking; sixteen permit limited branching;
and sixteen states allow state-wide branching. Changes in Banking Structure, 1953-
1962, 49 FED. RESERVE BULL. 1191, 1195 (1963). See also BOARD OF GOVERNORS,
FEDERAL RESERVE SYSTEM, COMPILATION OF FEDERAL, STATE, AND TERRITORIAL STATUTES
RELATING TO BRANCH BANKING (1961).
48o Stat. 240 (1966), 12 U.S.C. §§ 1841-48 (Supp. II, 1967), amending 12 U.S.C.
§8 1841-48 (1964).
58o Stat. 7 (1966), 12 U.S.C. § 1828(c) (Supp. II, 1967), amending 12 U.S.C. §
1828(c) (1964).
815 U.S.C. § 18 (1964).
715 U.S.C. §§ 1, 2 (1964).
"United States v. Philadelphia Nat'l Bank, 374 U.S. 321 (1963) (Clayton Act);
United States v. First Nat'l Bank &: Trust Co., 376 U.S. 665 (1964) (Sherman Act).
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lation affecting the State's banking structure are considered in the
first section. In the second, the changes which have occurred since
the enactment of new legislation in 196- are described and analyzed.
Some comments on the significance that these changes have had for
Virginia's banking industry are offered in the final section.
I. Tm STATUTORY ENVIRONMENT
The banking structure of the United States-"the dual banking
system"-is unique in that both the states and the national govern-
ment are involved with bank formation and expansion. Under the
current Virginia Code, the State Corporation Commission must ap-
prove for state-chartered banks the initial incorporation,9 the open-
ing for business,' 0 the opening of branches," and mergers and con-
solidations.' 2 The minimum capital requirement for new banks is
$50,000.13 Branches may be permitted if paid-up and unimpaired
capital and surplus is $5oooo or over.'
4
De novo branching 15 is permitted "within the limits of the city,
town, or county in which the parent bank is located" and in cities (or
counties) contiguous to the county (or city) of the parent bank.16 The
legislative criterion for the establishment of de novo branches is that
the State Corporation Commission must find "that public convenience
and necessity will thereby be served."' 7 Branching by merger is per-
mitted throughout the State. The legislative criteria for a state-wide
merger are that the Commission must "determine that public con-
venience and necessity will be served by such operation" and that
"at the time of such merger the banks involved shall have been in
actual operation for a period of five years or more."' 8 Virginia does
WA. CODE ANN. 8 6.-6 (Repl. Vol. 1966).
'VA. CODE ANN. § 6.1-13 (Repl. Vol. 1966).
'VA. CODE ANN. § 6.1-39 (Repl. Vol. 1966).
2-WA. CODE ANN. §§ 6.1-43, 6.1-44 (Repl. Vol. 1966).
"VA. CODE ANN. § 6.1-13(2) (Repl. Vol. 1966). A trust company must have
capital, surplus, and undivided profits in excess of $aoo,ooo. VA. CODE ANN. § 6.i-i6
(Repl. Vol. 1966).
'VA. CODE ANN. § 6.1-39(a) (Repl. Vol. 1966).
'De novo expansion refers to the opening of new branches.
2'VA. CODE ANN. § 6.1-39(c) (Repi. Vol. 1966). Specifically, the law provides
that with approval, banks may create new branches (i) in cities contiguous to the
county or city in which the parent bank is located, and (2) in counties contiguous
to the city in which the parent bank is located, within five miles of the city limits.
"VA. CODE ANN. § 6.1-39(a) (Repl. Vol. 1966).
'WA. CODE ANN. § 6.i-39(b) (Rep1. Vol. 1966). A merger among banks that have
not been in operation for five years or more may be permitted when the State
Corporation Commission "is satisfied that the public interest demands, on account
of emergency conditions, that a merger be effected." Id.
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not exercise any direct control over bank holding companies, although
the 1962 amendment did define a bank holding company.19
National banks are chartered through the Office of the Comptrol-
ler of the Currency.20 Expansion of all existing banks in Virginia
also is subject to Federal Government approval.21 National banks may
establish de novo branches, where permitted by state law, with ap-
proval of the Comptroller of the Currency. 22 State banks that are
members of the Federal Reserve System may establish de novo branches
with the approval of the state banking authority and the Board of
Governors of the Federal Reserve System. Nonmember state banks
insured by the Federal Deposit Insurance Corporation need the ap-
proval of the state banking authority and of the FDIC before estab-
lishing de novo branches.23 Mergers of federally-insured banks are
subject to the Bank Merger Act of ig6o, as amended in 1966, which
requires approval from one of the three federal bank supervisory
agencies: the Comptroller of the Currency if the resulting bank is to be
a national bank; the Board of Governors if the resulting bank is to
1"(3)'...'bank holding company' means any company (a) which directly or in-
directly owns, controls or holds with power to veto, twenty-five per centum or more
of the voting shares of each of two or more banks or of a company which is or
becomes a bank holding company by virtue of this section, or (b) which controls
in any manner the election of a majority of the directors of each of two or more
banks, or (c) for the benefit of whose shareholders or members twenty-five per
centum or more of the voting shares of each of two or more banks or a bank holding
company is held by trustees; and for the purpose of this section, any successor
to any such company shall be deemed to be a bank holding company from the
date as of which such successor co-company becomes a bank holding company.
Nothwithstanding the foregoing, (i) no bank shall be a bank holding company by
virtue of its ownership or control of shares in a fiduciary capacity, except where
such shares are held for the benefit of the shareholders of such banks, (ii) no company
shall be a bank holding company by virtue of its ownership or control of its shares
acquired by it in connection with its underwriting of securities and which are
held only for such period of time as will permit the sale thereof upon a reasonable
basis, (iii) no company formed for the sole purpose of participating in a proxy
solicitation shall be a bank holding company by virtue of its control of voting rights
or shares acquired in the course of such solicitation, and (iv) no company shall be
a bank holding company if at least eighty per centum of its total assets are com-
posed of holdings in the field of agriculture." VA. CODE ANN. § 6.1-4 (Repl. Vol.
1966).
2DI2 U.S.C. § 27 (1964).
"A state-chartered bank whose deposits are not insured by the Federal Deposit
Insurance Corporation may expand with the approval of the state banking authority
only, but at present, all Virginia banks are insured.
2212 U.S.C. § 36(c) (1964).
MAll national banks and some state banks are members of the Federal Reserve
System. All banks currently are insured by the Federal Deposit Insurance Corpora-
tion.
1968] BANKING STRUCTURE OF VIRGINIA 23
be a state-chartered member of the Federal Reserve System; or the
Federal Deposit Insurance Corporation if the resulting bank is to be
an insured, nonmember, state-chartered bank.
24
The amended Bank Merger Act provides that the responsible fed-
eral agency shall not approve:
(A) any proposed merger transaction which would result in a
monopoly, or which would be in furtherance of any com-
bination or conspiracy to monopolize or to attempt to
monopolize the business of banking in any part of the
United States, or
(B) any other proposed merger transaction whose effect in any
section of the country may be substantially to lessen com-
petition, or to tend to create a monopoly, or which in any
other manner would be in restraint of trade, unless it
finds that the anticompetitive effects of the proposed trans-
action are clearly outweighed in the public interest by the
probable effect of the transaction in meeting the conven-
ience and needs of the community to be served.
In every case, the responsible agency shall take into consid-
eration the financial and managerial resources and future
prospects of the existing and proposed institutions, and the
convenience and needs of the community to be served. 25
Under the Bank Holding Company Act of 1956, all bank holding
companies, 26 as defined in the Act, were required to register with
the Board of Governors. The formation of a new bank holding com-
pany and acquisitions (of both existing and proposed banks) by exist-
ing holding companies27 are subject to the Act and require the ap-
proval of the Board. Shortly after the Bank Merger Act was amended
in 1966, Congress amended the Bank Holding Company Act to pro-
vide standards for agency approval of bank holding company forma-
tions and expansions similar to those specified in the amended Bank
2412 U.S.C. § 1828(c) (Supp. II, 1961).
2512 U.S.C. § 1828(c)(5) (Supp. U, i967). The amended Merger Act further
requires that these standards be applied when federal agency-approved bank mergers
are challenged under the antitrust laws (except for actions brought under Section
2 of the Sherman Act). 12 US.C. § 1828(c)(7)(B) (Supp. II, 1967).
26There were certain exceptions. Thus, Financial General Corporation was not
required to register with the Board since it was formed several years ago as an
affiliate of a company registered under the Investment Act of 194o. This exemption
(among others) was repealed by the 1966 amendment to the Bank 'Holding Company
Act.
-7If a bank in a holding company system absorbs another bank, the transaction
is subject to the Bank Merger Act rather than to the Bank Holding Company Act.
24 WASHINGTON AND LEE LAW REVIEW [Vol. XXV
Merger Act.25 Finally, as noted earlier, bank acquisitions are subject to
the antitrust laws, although the criteria are uncertain.
29
In summary, state banking laws are "permissive" in that they set
the outer boundaries within which expansion is permitted. Specifically,
with respect to Virginia, (a) de novo (with certain exceptions) branch-
ing is restricted to the main-office city or county, (b) state-wide branch-
ing by merger is permitted, and (c) bank holding companies are not
subject to State control.
The fragmentation of regulatory authority gives rise to what Hall
has referred to as the "second-best problem."
The second-best problem arises from the inability of the bank-
ing authorities to control all or even most of the relevant
structural variables. Instead, they must decide on a case-by-case
basis whether to allow marginal changes as they come to them
in the form of merger, holding company, charter or branch
applications. Moreover, the scope of their authority in this
regard is constrained by state laws because of the dual
banking system. This creates the second-best problem: seldom
has an agency the authority to select an optimal solution. In-
stead, usually the best that can be achieved is some "reasonable,"
non optimal solution, and there are always a host of candidates
without a criterion for selecting the preferred option30
Consider, to illustrate, the dilemma created for a federal regulator by
Virginia's current banking laws.
Assume a hank wishes to enter a new and relatively distant
region in which the regulator believes it would be desirable to
have a new competitor. The bank cannot branch de novo.
The only option is to permit some form of acquisition or prevent
the entry of a new competitor. The option is even more com-
plex. If the bank forms a holding company and acquires a
local bank, a local home office will remain and de novo
branching will be possible. If the bank is acquired by merger,
the home office disappears and no nearby de novo branching
is permitted. Assume that our regulator disapproves of holding
companies. Nonetheless, he might reason that by approving a
holding company acquisition, he keeps open the possibility
.12 U.S.C. § 1842(c) (Supp. II, 1967), amending 12 U.S.C. § 1842(c) (1964).
'See Reycraft, Bank Merger Compliance with the Antitrust Laws, 12 AmiTRusT
BULL. 445 (1967); Via, Antitrust and the Amended Bank Merger and Holding
Company Acts: The Search for Standards, 53 VA. L. REv. 1115 (1967); Williams,
Bank Mergers and the Antitrust Laws-Recent Development, 12 ANTITRUsr BUrr. 427
(1967)-
n°Hall, Measures of Banking Competition and Convenience: Problems Real
and Unreal, in REsEARCH DEPARTMENT, FEDERAL RSERVE BANK OF CHICAGO, BANK
STRUCTURE AND COMPETITION 108 (1967).
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of some de novo branching in the area that might stimulate
competition and market performance. On the other hand, he
might feel that a holding company does not offer enough bene-
fits to justify the loss of a local bank. The point is that the
regulator is not free to decide cases on the basis of his views
about the optimal banking structure. Instead, he must choose
from among the limited and usually non optimal structural
changes permitted by state law and desired by the banks con-
cerned.31
II. VIRGINIA's BANKING STRucruRE
During the fifteen-year period 1948-1962, there were 24 new banks
organized in the State, and 46 mergers and absorptions (Appendix,
Table i), resulting in a net decrease of 22 banks. The number of
branch offices increased about four-fold-from 88 to 367 (Appendix,
Table 2). By the end of 1962, the banking structure of Virginia re-
mained far less concentrated32 than that of most states. The three
largest banks or bank groups33 held 21.0% of total deposits (the per-
centage was lower in only six states) 34 and the six largest held 31.5%.
In contrast, in the five-year period from June 30, 1962 to June
3o, 1967, 30 new banks were organized (ii state-chartered and ig
nationally-chartered) and 76 mergers and absorptions involving Vir-
ginia banks occurred (Appendix, Table 3), resulting in a net de-
crease of 48 banks. The total number of branches continued to rise-
from 339 to 62o. By mid-19 67, the three largest banking organizations
35
held 34.4% of total deposits (compared with an average of 61% for
the states with state-wide branch banking) and the six largest held
52.8%.
Further indication of the change which took place during this five-
year period is that in June, 1962, the largest bank in the State36 had de-
posits of about $274 million; but by June, 1967, the largest bank37
mid. at iog. (Footnote omitted.)
-Concentration is measured by the relationship of a bank's absolute size to
the size of all banks in a state, usually expressed in terms of deposits.
'First & Merchants National Bank, State-Planters Bank of Commerce and
Trusts, National Bank of Commerce of Norfolk.
M962 FDIC ANN. PUP. 55. Concentration in banking is a function of the
status of branch banking. The highest concentration ratios are found in states
permitting state-wide branching; the lowest ratios in unit banking states. Shull &
Horvitz, Branch Banking and the Structure of Competition, 1 NAT. BANKING REV.
3o1, 313 (1964).
"United Virginia Bankshares, Inc., First & Merchants National Bank, Virginia
National Bank.
mFirst & Merchants National Bank.
First 9- Merchants National Bank.
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had deposits of approximately $563 million. As of June 30, 1962,
there were six banks3 s with deposits of more than $1oo million; by
June 30, 1967, the number had risen to nine.8 9 In June, 1962, only three
banks40 operated in six or more localities, whereas by mid-1967, 10
banks41 were operating in six or more localities. As of June 30, 1962,
the six banks with deposits in excess of $ioo million had 89 banking
offices, representing 14% of the State's total offices; by June 30, 1967,
the six largest banks had 229 offices, representing 26.o% of the State's
total offices. The nine banks with deposits in excess of $ioo million had
283 banking offices or 32.1% of the State's total. 42 Thus, since the
enactment of the 1962 legislation, the State's banking structure has
changed from 297 banks with 636 banking offices and with deposits
of $3.5 billion to 249 banks48 with 882 banking offices holding de-
posits of $5.5 billion.
Multiple acquisitions are of particular significance in explaining
the State's changing banking structure. Five banks have accounted
for 45 of the 8o banks acquired since the 1962 legislation (June 30,
1962, to June 30, 1967). First and Merchants National Bank in Rich-
mond, the State's largest bank, has acquired seven banks (in Chesa-
'The banks with deposits (in millions) in parentheses: First & Merchants Na-
tional Bank ($273.8), State-Planters Bank of Commerce and Trusts ($221.4), Na-
tional Bank of Commerce of Norfolk ($187.0), The Bank of Virginia ($144.8),
Central National Bank ($126.7), The First National Exchange Bank of Roanoke
($117.1).
19The banks with deposits (in millions) in parentheses: First & Merchants Na-
tional Bank ($562.8), Virginia National Bank ($551.2), State-Planters Bank of
Commerce and Trusts ($344.4), The First National Exchange Bank of Virginia
($305.7), The Bank of Virginia ($258.8), The Central National Bank of Richmond
($155.2), The Fidelity National Bank ($127.4), First and Citizens National Bank
($127.2), Seaboard Citizens National Bank ($121.3).
"The banks with the number of localities in parentheses: Peoples National
Bank of Central Virginia (9), First & Merchants National Bank (7), The Bank of
Virginia (6).
"The banks with the number of localities in parentheses: Virginia National
Bank (37), First & Merchants National Bank (2o), The First National Exchange
Bank of Virginia (18), The Bank of Virginia (17), The Fidelity National Bank (13),
The Bank of Prince William (0o), State-Planters Bank of Commerce and Trusts
(0o), National -Bank & Trust Co. at Charlottesville (8), Mount Vernon National
Bank & Trust Co. (7), Seaboard Citizens National Bank (6).
'-The banks with the number of offices in parentheses: Virginia National Bank
(75), First & Merchants National Bank (56), The Bank of Virginia (32), The First
National Exchange Bank of Virginia (31), State-Planters Bank of Commerce and
Trusts (25), The Fidelity National Bank (22), Seaboard Citizens National Bank
(18), First and Citizens National Bank (14), The Central National Bank of Rich-
mond (1o).
130f the State's 249 banks (June So, 1967), 163 are members of the Federal
Reserve System (114 nationally-chartered and 49 state-chartered) and 86 are non-
member banks.
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peake, Leesburg, Lynchburg, Newport News, Staunton, Virginia Beach,
and Waynesboro). Norfolk-based Virginia National Bank, the State's
second largest bank, resulted from a 1963 merger between Peoples Na-
tional Bank of Central Virginia and National Bank of Commerce. Since
the original merger, the bank has made 15 acquisitions (in Abingdon,
Buena Vista, Crewe, Danville, Farmville, Franklin, Gate City, Glade
Spring, Hampton (2), Pulaski, Staunton, Suffolk, Victoria, and Wythe-
ville). The First National Exchange Bank of Virginia, the State's fourth
largest bank, resulted from a 1962 merger between The First National
Exchange Bank of Roanoke and Farmers and Merchants National
Bank. Since the original merger, the bank has added ii banks (in
Appalachia, Bristol, Covington, Glasgow, Lebanon, Lexington, Marion,
Pearisburg, Richlands, St. Paul, and Wytheville). The Bank of Vir-
ginia with headquarters in Richmond, the State's fifth largest bank,
has made five acquisitions (in Boydton, Dinwiddie, Hallwood, Henrico,
and LaCrosse). Finally, Lynchburg-based The Fidelity National Bank,
Virginia's seventh largest bank, resulted from a 1963 merger between
Lynchburg National Bank and Trust Co. and Campbell County
Bank. In the past five years, the bank has acquired seven banks (in
Amelia, Appomattox, Blackstone, Chase City, Clarksville, Halifax, and
Luenburg).
Richmond remains the major financial center of Virginia. As of
June 3o, 1967, four of the six largest Virginia banks44 and the two
largest holding companies45 were based in Richmond. The four
largest Richmond banks hold 24.4% of the State's deposits. In the
period June 30, 1962, to December 31, 1966, Richmond banks merged
with 14 banks operating a total of 49 offices, opened 23 de novo
branches in the Richmond area, and organized two bank holding
companies. In addition, two new national banks were established in
the city.
The greatest structural changes have occurred in the Washington
Metropolitan Area of Virginia.46 In this four-county area 15 new
banks were opened and 89 new branches established, including conver-
sion of banks to branches, in the 1962-1966 period. There were seven
mergers and one branch discontinued.
The Norfolk-Portsmouth area had 19 mergers, one new bank, and
27 new branches. In the Newport News-Hampton area there were two
"First & Merchants National Bank, State-Planters Bank of Commerce and
Trusts, The Bank of Virginia, The Central National Bank of Richmond.
'5United Virginia Bankshares, Inc., Virginia Commonwealth Bankshares, Inc.
"Includes the cities of Falls Church, Alexandria, and Fairfax; and Arlington,
Fairfax, Loudoun, and Prince William counties.
1968]
28 WASHINGTON AND LEE LAW REVIEW [Vol. XXV
new banks, four mergers, and 12 new branches. In Roanoke, one
new bank was established, there were 12 mergers, and four new
branches. Lynchburg had one new bank, nine mergers, and three
new branches.
III. BANK HOLDING COMPANIES
Even prior to the 1962 amendment, banking interests in Virginia
were not limited to a single area. It was possible to engage in state-wide
banking through the holding company device. Before the law was
amended, there were two holding companies, 47 controlling II banks
with a total of 41 offices and deposits of $263 million, and a third
one was in the process of being formed. By June 30, 1967, there were
five holding companies in operation,4 8 controlling 43 banks with a
total of 294 offices and deposits in excess of $2.o billion (Appendix,
Table 4). These holding companies ranked first (United Virginia
Bankshares, Inc.), fourth (Virginia Commonwealth Bankshares, Inc.),
fifth (First Virginia Bankshares Corporation), sixth (Dominion Bank-
shares Corporation), and seventh (Financial General Corporation)
among the State's banking organizations. They accounted for 37.1%
of the State's total deposits and 33.8% of the State's banking offices
(Appendix, Table 5).
The first holding companies in Virginia may have been organized
as a means of avoiding restrictions on state-wide expansion through
branching, but even since the 1962 legislation, this form of organiza-
tion offers attractive advantages. Under Virginia's present banking
laws, if a bank undertakes state-wide expansion through branching,
it can move into a new territory only by merging with an existing
bank in that area. Further, since a branch office cannot open branches
of its own, the branch operations of the parent bank in that area are
limited to the offices already operated by the bank which it acquires.
No new branch offices of the bank may be opened in that territory.
But if a bank undertakes state-wide expansion by forming a holding
company, it faces no such limitations. The holding company may
acquire new banks anywhere in the State and those banks, in turn,
may open additional de novo branches within their home territories.
Virginia's bank holding companies have expanded into all areas
1
7The First Virginia Corporation, Financial General Corporation.
'SIn April, 1967 the Board of Governors denied an application of Allied Bank-
shares Corporation to become a holding company by acquiring a majority interest
in the State's second and sixth largest banks, Virginia National Bank and The
Central National Bank of Richmond, respectively. 53 FED. RESERvE BuLL. 763 (May,
1967).
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of the State. First Virginia Bankshares Corporation, based in Arling-
ton, subsequently expanded into Christiansburg, Mount Jackson,
Narrows, Norfolk, Radford, Staunton, and Strasburg. Financial Gen-
eral Corporation, with headquarters in Washington, moved into
Herndon, Leesburg, Round Hill, Winchester, Buena Vista, and Lex-
ington. The two largest holding companies are Richmond-based
Virginia Commonwealth Bankshares, Inc., built around The Bank of
Virginia, and United Virginia Bankshares, Inc., built around State-
Planters Bank of Commerce and Trusts. Both organizations have
holdings across the State. The State's fifth holding company, Dominion
Bankshares Corporation, is based in Roanoke. One reason for the
formation of this company was to give First National Exchange
Bank of Virginia access into Richmond and the relatively new Metro-
politan National Bank of Richmond out-of-town affiliates.
IV. SOME CONCLUDING COMMENTS
In 1962 the Comptroller of the Currency referred to Virginia's
banking structure as "fragmented and decentralized." 49 After five years
under the 1962 legislation, it is dear that such a characterization no
longer applies. But just what is the significance of Virginia's changing
banking structure and what public policy issues emerge?
Virginia banks are now in a stronger position to compete for
large loans with banks in the District of Columbia, Maryland, and
North Carolina than ever before. As W. Wright Harrison, president
of Virginia National Bank, recently commented:
"Many business loans were being made by large North Carolina
banks simply because no bank in the state had the capital to
compete.
We were not even getting participations in the credit lines of
large Virginia-based corporations... we were locked into what-
ever city our home office was located in." (The earlier law
limited branching to the county adjoining that of the parent
bank or within 25 miles of the head office.) 50
While it is not being implied that larger banks have stimulated
business in the State, since large loans have been available from
numerous out-of-state sources, it is probably in the interest of most
Virginians to finance as much of the State's business as possible from
"1962 CoiP. CURRENCY ANN. REP. 114.
rQuoted in Hambelton, Five Year Wave of Mergers in Virginia is Ebbing,
American Banker, July 24, 1967, at 7.
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financial sources within the State.51 The expansion of state-wide
branching has brought other beneficial results to Virginia's banking
industry. There is greater mobility of funds, diversification, and a
larger number of specialized and highly skilled managerial personnel.
And banks can now offer through branching a wider variety of bank-
ing services, particularly to smaller communities.
In achieving these beneficial results, two major policy issues arise.
The first concerns the relationship between bank size and efficiency.
Empirical studies of this issue 52 are subject to both conceptual and
methodological difficulties, 53 but they suggest that (a) there are
significant economies of scale in banking (i.e., costs per unit of output
decline as size increases) as bank size increases up to $io,ooo,ooo in
deposits and there may be some less significant economies beyond that
size; 54 (b) branch banks tend to have higher total costs than unit
banks of equal desposit size,55 but the differences in costs between
branch and unit operations decrease rapidly as size increases; 56 and
5Virginia banks have always been able to compete for large loans through
participation arrangements in which the bank initiating the loan shares it with
another bank or banks. Such arrangements, however, are subject to three limita-
tions. First, borrowers prefer to deal with a single bank rather than with two or
more banks. The fewer loan officers and loan committees to keep happy, the better
the borrowers like it. Second, participation loans may reduce a bank's liquidity.
In the event rediscounting should become necessary, special arrangements would
have to be made. Third, and possibly most important, the opportunities for
participation loans are limited because borrowers are unlikely to approach a bank
for a loan if they know the bank is too small to make the loan.
6D. ALHADEFF, MONOPOLY AND COIPETITION IN BANKING (1954); F. BELL & N.
MURPHY, ECONOMIES OF SCALE IN COMMERCIAL BANKING (1967); L. GRAMLEY, A
SrUDy OF SCALE EcONOIIES IN BANKING (1962); Benston, Branch Banking and Econ-
omies of Scale, 2o J. FINANCE 312 (1965); Benston, Economies of Scale and Marginal
Costs in Banking Operations, 2 NAT. BANKING REV. 507 (1965); HORvrrz, Economies
of Scale in Banking, in PRIVATE FINANCIAL INSTITUTIONS 1 (1963); Schweiger & McGee,
Chicago Banking, 34 J. BUSINESS 203 (1961); Benston, The Cost of Bank Operations
(unpublished Ph.D. dissertation, University of Chicago, 1964); Greenbaum, Bank-
ing Structure and Costs: A Statistical Study of the Cost-Output Relationship in
Commercial Banking (unpublished Ph.D. dissertation, The Johns Hopkins Uni-
versity, 1964); Powers, The Existence of Economies of Structure and Economies of
Scale in Commercial Banking (unpublished Ph.D. dissertation, Purdue University,
1966).
5'See J. GUTTENTAG & E. HERMAN, supra note I, especially Appendix B at 181-96.
5 "It is not known whether these economies of scale are due to technical factors
associated with the production of banking services or to the possibly better quality
of management and the greater pressures of competition facing the larger banks."
Phillips, Bank Mergers, Branch Banking and Bank Holding Companies in Penn-
sylvania, 115 U. PA. L. REV. 56o, 567 (1967). See also L. GEAMLEY, supra note 52, at
4-5-
"'Benston, Branch Banking and Economies of Scale, supra note 52.
GOPhillips, supra note 54, at 568.
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(c) it is doubtful that a holding company can achieve the same eco-
nomies of operation as a branch banking system.57
Given these admittedly tentative findings, it is possible to make
two equally tentative statements concerning Virginia's evolving bank-
ing structure. Fifty-five of the 8o banks acquired in the five-year period
(June 30, 1962, to June 3o, 1967) had deposits under $io,ooo,ooo, the
estimate of the minimum efficient scale. Of Virginia's 249 banks (as
of June 3o, 1967) 15o had deposits of less than $1o,ooo,ooo. To the
extent that efficiency gains are sought, the number of banks in the
State can be expected to continue to decline. At the same time, Vir-
ginia's banking statutes may inhibit the achievement of maximum
efficiency in two ways. First, -the restriction of de novo branching tends
to shelter small banks, thereby prohibiting the economies of small-
scale branch offices. Second, home office protection has encouraged
the development of holding companies. This form of organization
may be a less desirable device to achieve state-wide systems than to
permit unlimited (but not unrestricted) de novo branching as well
as branching by merger.
As Virginia's banking structure becomes more concentrated, a
second issue assumes greater importance-the competitive test. A
reduction in the number of banks and the corresponding growth of
branch systems and holding companies is not undesirable per se. Yet,
such growth results in greater concentration; concentration which may
become unjustified by either economies of scale or public convenience.
Further, at some point, concentration also becomes inconsistent with
competition.
It is significant to note that the Virginia Code does not contain
a competitive criterion for mergers and consolidations. It is not
surprising, therefore, that no proposed merger or consolidation has
been declined by the State Corporation Commission under the 1962
legislation. 58 With concentration increasing, the lack of a competitive
5G. FiscHER, BANKING HOLDING COMPANIES (1961). See also R. LAWRIENCE, THE
PERFORMANCE OF BANK HOLDING COMPANIES (1967).
5Min the five-year period June 3o, 1962 to June 3o, 1967, federal banking
- authorities have denied three applications filed by Virginia bank holding com-
panies: (i) the application for acquisition of Farmers and Merchants National
Bank, Winchester, by First Virginia Corporation, 48 FED. iRESERvE BuL. 1163
(1962); (2) the application for acquisition of Loudoun National Bank of Leesburg,
Leesburg, by First Virginia Corporation, 51 FED. REsERWE BuLL. 250 (1965); and
(3) the application to form Allied Bankshares Corporation, supra note 48. No other
merger applications filed by Virginia banks have been denied by federal banking
authorities. Further, federal antitrust authorities have not filed a suit against a bank
merger or consolidation in Virginia.
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criterion would appear to be a serious omission in the State's banking
statutes. This conclusion is reinforced by Almarin Phillips:
Federal antitrust policy, as enunciated in United States v.
Philadelphia National Bank and United States v. First National
Bank & Trust Co., is clearly applicable -to mergers between
major banks in any metropolitan area. The same policy and
that which has arisen under the 196o Bank Merger Act would
very probably also prevent the merger of major banks from
separate metropolitan areas in the same state where the resulting
bank would be large relative to other banks in the same State.
Thus for such mergers, the proposed competitive criterion may
be employed by the federal antitrust or banking agencies
whether or not it is incorporated in state policies.
The federal agencies are less apt to prevent mergers when the
banks and the relevant market areas involved in a merger are
smaller. For this reason, state policy becomes the crucial de-
terminant for bank mergers for a major segment of the state's
banking industry. Furthermore, while metropolitan banks are
in absolute terms the largest, it is also true that they typically
operate in markets which are more competitive than the markets
outside of metropolitan areas. State policy, that is, is likely to
remain the main vehicle for establishing and maintaining com-
petition in the very areas in which the competitive problem is
most acute. It would be a mistake of major proportions to be-
lieve that federal antitrust policy preempts the entire field.59
The immediate impact of the 1962 legislation on Virginia's bank-
ing structure has now been felt. The State has, in effect, a new bank-
ing system with larger banks, more branches, and a greatly expanded
group banking network. But in providing for a more vigorous and
competitive banking system, the law did nothing to simplify the
structure, and in fact opened the door to some additional complexities
which will be a matter of concern to the regulatory authorities for
years to come. Virginia now has state-wide branch banking, state-wide
holding companies, local branch banking, banks affiliated with an
out-of-state holding company, and unit banking. Decisions concern-
ing mergers, acquisitions, conversions, and branching are necessarily
difficult in such a many-faceted legal structure.
',Phillips, supra note 54, at 577-78. (Citations omitted.)
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APPENDIX
TABLE 1
CHANGES IN THE NUMBER OF
COMMERCIAL BANKS IN VIRGINIA, 1948-1966
Number of Banks New Banks Banks Ceasing Operation
at Beginning of Beginning Mergers and Net
Year Year Operation Consolidations Other Change
1948 314 1 1 - -
1949 314 - 2 - -2
1950 312 2 1 - 1
1951 313 3 1 - +2
1952 315 1 1 - -
1953 315 1 - - + 1
1954 316 1 1 - -
1955 316 2 2 - -
1956 316 1 5 - -4
1957 312 4 3 - + 1
1958 313 1 2 - -1
1959 312 - 3 - -3
1960 309 2 6 - -4
1961 305 2 5 - - 3
1962 302 3 13 - -10
1963 292 8 20 - -12
1964 280 12 14 1 - 3
1965 277 3 18 - -15
1966 262 5 16 - -11
1948-
1966 314 52 114 1 -63
SOURCE: BANKING MARKETS SECTION, BOARD OF GOVERNORS OF THE FEDERAL RESERVE
SYsmTE, NUMBER OF COMMERCLAL BANKS AND BRANCHES BY STATES, 1936-
1963 (1964) and annual supplements.
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TABLE 2
CHANGES IN THE NUMBER OF BRANCHES OPERATED
BY COMMERCIAL BANKS IN VIRGINIA, 1948-1966
Number of Branches Branches Opened,
at Beginning of Converted or Branches Net
Year Year Replaced Closed Change
1948 88 8 - 8
1949 96 13 - + 13
1950 lo9 6 1 + 5
1951 114 6 - + 6
1952 120 8 - + 8
1953 128 16 - + 16
1954 144 16 3 + 13
1955 157 19 - + 19
1956 176 23 - + 23
1957 199 18 - + 18
1958 217 17 - + 17
1959 234 22 1 + 21
1960 255 29 - + 29
1961 284 37 1 + 36
1962 320 48 1 + 47
1963 367 65 2 + 63
1964 430 57 1 + 56
1965 486 72 - + 72
1966 rr8 55 1 + 54
1948-
1966 88 535 11 +524
SOURCE: BANKING MARKETS SECTION, BOARD OF GOVERNORS OF THE FEDERAL RESERVE
SYSTEM, NUMBER OF COMMERCIAL BANKS AND BRANCHES BY STATES, 1936-
1963 (1964) and annual supplements.
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NAME AND LOCATION OF Number of Total Deposits
BANK HoLDINc COMPANY Banking Offices (in thousands)
Name and location of subsidiary banks July 21, 1967 June 30, 1967
UNITED VIRGINIA BANKSHARES 'INCORPORATED, RICHMOND
State-Planters Bank of Commerce and
Trusts, Richmond .........................
First and Citizens National Bank, Alexandria...
Seaboard Citizens National Bank, Norfolk .....
Citizens and Marine -Bank, Newport News ......
First National Trust and Savings Bank of
Lynchburg, Lynchburg ....................
The Vienna Trust Company, Vienna ...........
Peninsula Bank and Trust Company,
W illiamsburg ............................
Spotswood Bank, Harrisonburg .............
Rockbridge Bank & Trust Company, Lexington
VIRGINIA COMMONWEALTH BANKSHARES, INC.,
RICHMOND .....................................
The Bank of Virginia, Richmond ..............
Bank of Warwick, Newport News ..............
The Bank of Prince William, Woodbridge .....
The ,Bank of Salem, Salem ....................
Washington Trust Bank, Bristol ...............
The Peoples National Bank of Pulaski, Pulaski
National Bank of Commerce of Fairfax County,
Falls Church' ...............................
The Bank of Central Virginia, Lynchburg ......
The First Valley Bank, Weber City2 . . . . . . . . . . ..
FIRST VIRGINIA BANKSHARES CORPORATION, ARLINGTON
Old Dominion Bank, Arlington ................
Mount Vernon National Bank and Trust
Company of Fairfax County, Annandale...
Southern Bank of Norfolk, Norfolk ............
Falls Church Bank, Falls Church ..............
Richmond National Bank, Richmond ..........
Massanutten Bank of Shenandoah Valley,
National Association, Strasburg ............
The First National Bank, Narrow . . . . . . . . . . ..
The National Bank of Manassas, Manassas .....
First National Bank of Purcellville, Purcellville
Bank of New River Valley, Radford .........
Staunton Industrial Bank, Staunton ............
Peoples' Bank, Mount Jackson ................
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TABLE 4
BANK HOLDING COMPANIES OPERATING IN
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NAME AND LOCATION OF Number of Total Deposits
BANK HOLDING COMPANY Banking Offices (in thousands)
Name and location of subsidiary banks July 21, 1967 Junze 30 , 1967
DOMINION BANKSHARES CORPORATION, ROANOKE
5 *.... 32 319,308
The First National Exchange Bank of Virginia,
Roanoke ................................. 31 305,706
Metropolitan National Bank, Richmond ......... 1 13,602
FINANCIAL GENERAL CORPORATION, WASHINGTON, D.C. 35 246,493
Arlington Trust Company, Inc., Arlington ...... 7 81,570
Alexandria National Bank, Alexandria ......... 7 55,66o
Clarendon Trust Company, Arlington .......... 6 5o,658
The Shenandoah Valley National Bank of
Winchester, Winchester .................... 3 17,999
The Peoples National Bank of Leesburg,
Leesburg ................................ 3 13,144
Valley National ,Bank, Harrisonburg ........... 3 12,613
The Round Hill National Bank, Round Hill .... 1 5,923
The First National Bank of Lexington, Lexington 2 4,487
Peoples Bank of Buena Vista, Inc., Buena Vista 1 2,626
Republic Bank & Trust Company, Herndon.... 2 1,813
'Approved June 27, 1967; not yet effective.
-Opened March 20, 1967.
3Reflects merger with First Valley National Bank, Rich Greek, Virginia, July 21, 1967.
'Approved May 9, 1967; not yet effective.
5Approved May is, 1967; effective August 24, 1967.
SOURCE: Federal Reserve Bank of Richmond.
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